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Introduction
Foreign direct investment (FDI) can be termed as package of resources that complements the financial flows and makes a distinctive contribution to the development process. Foreign direct investment projects typically involve a transfer of technology and managerial skills from the source country to the recipient country and also provide greater access to world market for the recipient country's exports. Foreign Direct Investment (FDI) is fund flow between the countries in the form of inflow or outflow by which one can able to gain some benefit from their investment whereas another can exploit the opportunity to enhance the productivity and find out better position through investment with the purpose of long term then it is contributes positively towards economy. Depending on the industry sector and type of business, a foreign direct investment may be an attractive and viable option. The studies try to find out the implications which affect the economic scenario and also measure the level of predominance by the factors for economic contribution to India.
Evaluation of India's FDI Policy Measures
The liberal policy measures towards FDI designed in the wake of structural adjustment and macroeconomic reforms in India since mid 1991 have helped attract foreign investors significantly. The amount of approved investment has grown enormously. Though the actual inflow of FDI has not picked up so fast, it has improved and significantly strengthened the capital account of the balance of payments of the country. India is still on a lower ladder among some major FDI receiving countries of Asia. Nevertheless, only six or seven countries claim well over one half of the total FDI flows.
With the opening up of new areas for foreign investors, a huge amount of approval and actual inflow is also found in non-traditional areas, such as fuel and power, services and some consumer goods.
Though the automatic approval route was introduced for speedier clearance of FDI proposals, its reach and role have been marginal. The policy lacked thrust on attracting investment in sectors that offered comparative cost advantage. Well-developed and strategically located platforms in the form of Export Processing Zones (EPZs) or technology parks have not been provided for mobilizing investment into these sectors. The thrust was not on export orientation due to conservative sector-specific policies. Rigid labour laws had been other serious impediments to FDI inflows. Besides, there was lack of transparency and clarity about micro-level procedure at the state level. To sum up, it can be said that the Indian Government has created a healthy atmosphere for FDI inflow by introducing Structural adjustment and Stabilization policy. The country-wise inflows in FDI in India have been shown in the above table covering the period between 2007-08 and 2011-12. However, for most of the countries, the FDI inflows had increased overtime. In the year 2007-08, Mauritius contributed maximum FDI inflows in India followed by Singapore whereas the minimum FDI inflows in India were from Luxembourg. However, throughout the period of analysis, the main contributors of FDI inflows were Mauritius, Singapore, USA, Japan, Netherlands & UK. However, the inflows fell in percentage for Mauritius over the period. Mauritius and Germany accounted a negative percentage change in FDI inflows in India. 2011-12 is the year of maximum FDI inflows in India. Again Mauritius is the biggest contributor of it followed by Singapore. The total FDI inflows also increased at a rate of 20% throughout the period. India experienced the highest percentage change in FDI inflows from Spain. Inflows from USA experienced the lowest percentage change among all the countries. Manufacturing sector absorbed maximum FDI inflows over the entire period followed by financial services and construction. However, trading and education, research & development sectors are the most neglected sectors. Moreover, the sectors like financial services, real estate, computer services mining, transport, trading and research & education experienced a fall in FDI inflows over the period. Communication services experienced a huge increase in FDI inflow followed by restaurants and hotel sector. However, the FDI inflows in construction sector remained steady over the period. The percentage change in FDI inflows in this sector is 3.25% which is the lowest among all the sectors.
Objectives of the Paper  To explore short run and long run relationships between total FDI inflows and inflation rate (CPI), exchange rate and economic growth in the context of India.  Growth analysis of total FDI inflows in India from 1975-76 to 2011-12.  Finding out the significant structural break in total FDI inflows.
II.
Emprical Literature Review Saleem et. al. (2013) in their paper tried to find out the impact of economic growth and inflation rate on FDI in context of Pakistan. FDI has been considered as an explained variable and GDP and inflation rate as the explanatory variable. The study covers the period 1990 to 2011. The paper starts its empirical analysis with descriptive statistics of all the concerned variables in order to test for the normality of the frequency distributions. Further, regression analysis concludes that both the explanatory variables have positive impact on FDI. Also the overall model turns out to be significant. in their paper examined the determinants of FDI inflows in Ghana. The study covered the period 1980 to 2012. FDI has been treated as the explained variable and GDP growth, Exchange rate, Inflation rate and Trade openness are the explanatory variables. The paper applied unit root test for nonstationarity in the data-series, cointegration test and estimation of VAR model for presence of long run relationship among the variables, Granger-causality test for short run relationship among the variables. However, the results conclude that the policies that encourage FDI inflows should moderate the exchange rate depreciation and increase the trade openness. Harrison Oluchukwu Okafor (2012) in his paper examined on the impact of the pull factors on FDI inflow in Nigeria. The study covered the period from 1970 to 2009. The determinants include Real GDP, Inflation rate, Interest rate, Net export and Real exchange rate. The empirical analysis includes unit root test, Cointegration test and regression analysis. The results claim that real GDP has a positive impact on FDI inflow. On the other hand, interest rate has a high but negative relationship with FDI. Real exchange rate equally had a positive statistical relationship with foreign direct investment inflow. Moreover, inflation rate and net-export were found to be insignificant. Onuorah and Chi-Chi (2013) in their paper tried to investigate the long run relationship among FDI and the macroeconomic variables in Nigeria. The study covered the period 1980 to 2010. The determinants of FDI include GDP, Exchange rate, Interest rate, Inflation rate and money supply. The empirical analysis considered unit root test for non-stationarity, Cointegration test followed by VAR estimation. However, the paper concluded that GDP has a significant and negative relation with FDI. However, apart from GDP all the variables have positive and direct impact on FDI inflows.
Shahzad and Al-Swidi (2013) in their paper examined the moderating role of political stability on the relationships between the macroeconomic variables and FDI inflows in Pakistan. The study covered the period 1991 to 2011. The determinant variables include GDP growth rate, Total exports, inflation rate, Total imports and Balance of payments. The empirical analysis included the unit root test of non-stationarity and regression analysis to study for the impact of macroeconomic variables on FDI inflows. The result concluded that the GDP growth rate and Balance of Payment tends to be a significant determinant of FDI inflows when the moderating effect of the Political stability is accounted for. Nazir, Sarwar and Sami Ullah (2012) in their paper examined the impact of capital inflows on domestic inflation in context of Pakistan. The study covered the period 1980 to 2010. the variables incorporated are exports, FDI, Remittances and Inflation rate. The paper applied unit root test for non-stationarity, Cointegration test and VECM were used to check for the long run and short run relationship among the variables. The results show that there prevails long run and significant relationship. The error correction term for INF growth bears the correct sign i.e. it is negative and statistically insignificant.
III. Selection of Variables
Macroeconomic indicators of an economy are considered as the major pull factors of net FDI inflows to a country. The analysis of above theoretical rationale and existing literature also provides a base in choosing the right combination of explanatory variables that explains the variations in the flows of FDI in the country. The study applies the simple and multiple regression method to find out the explanatory variables of the FDI inflows in the country. The regression analysis has been carried out in two steps.
However, after thorough analysis of the different combination of the explanatory variables, the present study includes the following macroeconomic indicators: economic growth (growth in real GDP at Factor cost), inflation rate (Consumer Price Index) and exchange rate (Rupees to US dollars) and foreign direct investment (FDI as percentage of GDP at Factor Cost). These macroeconomic indicators are considered as the pull factors of net FDI inflows in the country. In other words, it is said that FDI inflows in India as a percentage of GDP is considered as the function of these said macroeconomic indicators.
Inflation Rate (INF)
Inflation rate is an important aspect of a country's good economic fundamentals. Rate of inflation is a crucial factor in influencing the FDI inflows. The high rate of inflation signifies economic instability and source or peril and confusion associated with lapse appropriate government policies, especially the monetary fiscal policy mix. By and large, the high rates of inflation are associated with the lesser FDI inflows. The study of Akinboade et al (2006) stated that low inflation is a sign of internal economic stability in the country. High inflation rates reflect the inability of the government to balance its budget and the failure of the central bank to conduct appropriate monetary policy.
Gross Domestic Product (GDP)
GDP growth rate refers to the growth rate of gross domestic product. Economic growth rate have an effect on the domestic market, such that countries with expanding domestic markets should attract higher levels of FDI. Since 1991 India has emerged as one of the wealthiest economies in the developing world. During this period, the economy has grown constantly and this has been accompanied by increase in life expectancy, literacy rates, and food security. In this analysis annual growth in GDP at Factor Cost has been taken as an indicator to economic growth.
Exchange Rates (EXR)
It refers to the exchange rate variable. Exchange rate is a key determinant of international finance as the world economies are globalised ones. There are a number of factor which affect the exchange rate viz. government policy, competitive advantages, market size, international trade, domestic financial market, rate of inflation, interest rate etc. Annual rates of the variable have been taken from the year 1975-76 to 2011-12.
IV. Data Source and Methodology
The study is entirely based on secondary data. The objectives of the study are examined by using time series data covering period from 1975-76 to 2011-12. Relevant data for the study are obtained from the official website of the Reserve Bank of India (RBI) and www.indexmundi.com.
The study has used the following specifications in order to evaluate the short run and long run impact of macroeconomic variables on Total FDI inflows. The following mathematical model is used for analysis. Log (FDI) = β 1 Log (GDP) + β 2 Log (EXR) + β 3 Here, α is a constant, β is the coefficient of the trend term (t) and p is the lag order of the autoregressive process. The following null hypothesis is tested:-H 0 : ϒ= 0 against H 1 : ϒ< 0 In order to find test the above hypothesis, a computed t-statistic has been formulated as ADFτ = ϔ/ SE (ϔ) where ϔ is the estimated ϒ.
If the absolute value of the computed ADF test statistic turns out to be greater than that of its theoretical value at 5% level of significance, we reject our null hypothesis where the null hypothesis is the presence of unit root or absence of stationarity. If the original series turns out to be non-stationary then we again go for unit root test at first difference. This process will continue until and unless the series turns out to be stationary.
To find out the optimal lag-length of the Vector Autoregression (VAR).
The lag length determination is important as when the lag length differs from its true value, the estimates of a VAR turn out to be inconsistent, so are the impulse response functions (Braun & Mittnik, 1993) . The optimal lag length is chosen using an explicit statistical criterion such as Akaike Information Criterion (AIC) defined as:-AIC = log‫|∑|‬ + (2k 
To find out long run relationship between FDI and other macroeconomic variables by applying Johansen Cointegration Test.
Cointegration analysis is inherently multivariate, as a single time series cannot be cointegrated. If two time series data are non-stationary, i.e. they have trend and their pattern of trend is also similar, then we say that their linear combination, i.e. the error term is stationary. Hence, we can perform any econometric test on the non-stationary process itself. In that case, the two variables are cointegrated. On the other way, if the two variables are non-stationary but they are cointegrated then we can say that their linear combination is stationary and hence, any econometric test can be applied on the non-stationary series itself. Hence, if the two time-series variables are integrated of same order, then they must be cointegrated. We formulate two statistics, Eigen value and trace statistic defined as: Trace statistic: Trace = -T ∑ Log If the absolute value of the computed Trace/Maximum Eigen Value statistic is greater than its critical value, then we reject our null hypothesis of no cointegration and claim that there exists at least one-way cointegration relation between the variables at 5% level of significance. As in this paper, four endogenous variables are taken into consideration, hence, there can be at most 3 cointegration relations.
As per Engel and Granger (1987), if the variables are cointegrated, then there must prevail vector error correction mechanism (VECM).
This implies that the changes in explained variables are the functions of the level of disequilibrium in the cointegrating relation, which is reflected by the error correction term and the changes in other explanatory variables. If the variables are not cointegrated, then we go for estimating unrestricted VAR model where the error correction term is absent. VECM is appropriate to find out the short run dynamics.
∆FDI t = µ 1 +∑α i ∆FDI (6) i=1,2…..m; j= 1,2,…..n ; X = Explanatory variables. The error terms are uncorrelated. We jointly test for the estimated lagged coefficients ∑α i and ∑λ j are different from zero by running an F-test. When the null-hypothesis of insignificance of the model is rejected at 5% level of significance, we claim that there prevails causal relationship among the variables. However, it is a short run approach.
Growth Analysis of FDI.
We compute a simple linear regression model to find out the growth rate of total FDI inflows. Log (FDI) t = a+ bt + u 3t ........ (7) where, 't' is the trend term which is treated as an explanatory variable and log (FDI) is the logarithmic form of Total FDI inflows in US dollars which is the explained variable.
We perform a simple regression analysis and estimate the model by OLS method. In order to find out the growth of FDI, we multiply the estimated slope coefficient of the trend term (t) by 100.
Structural Break Analysis
A series of data can often contain a structural break, due to a change in policy or sudden shock to the economy. In order to test for a structural break, we often use the Chow test.
In order to analyse significant structural break in the data series, we divide the entire data into two Two sub-periods can be dissimilar if their intercept terms are different or their slope terms are different or both. In order to test the above hypothesis, we formulate an F-statistic defined as:-F= [RSS 1 -(RSS 2 + RSS 3 )]/K follows F k, n1+n2-2k, µ (RSS 2 + RSS 3 )/ n 1 +n 2 -2k Where, RSS 1 is the residual sum of squares of the estimated model for the entire period. RSS 2 is the residual sum of squares of the estimated model for the 1 st sub-period. RSS 3 is the residual sum of squares of the estimated model for the 2nd sub-period. n 1 = number of observation in 1 st sub-sample n 2 = number of observation in 2 nd sub-sample. K= number of explanatory variables in the model. µ is the level of significance.
If the estimated F-statistic turns out to be significant, then we reject the null hypothesis and claim that the two sub-regression models are dissimilar. Here, 1991-92 has been treated as a break year when various structural changes occurred in the economy due the initiation of Liberalization, Globalization and Privatization policies (New economic policy) of the Indian government.
V. Empirical Analysis
Unit Root Test: In this context, GDP and EXR are integrated of order 1 [I (1)], i.e. they are stationary at first difference. However, FDI and INF are integrated of order zero [I(0)], i.e. they are stationary at level itself. As the concerned variables are integrated of different orders, it implies that the pattern of trend among the variables is not similar. Hence, we must test for the stationarity of their linear combination (error term), before analysing the short run and long run relationships among the variables. Stationary error term confirms the presence of long run relationship among the variables. However, in this context, the error term turns out to be stationary at level itself at 5% level of significance such that we further go for the Cointegration test. We need not go for any transformation of the variables due to stationary error term.
Cointegration Test
The result of the cointegration test has been represented in Table VI . The optimal lag length chosen by AIC is 1. Johansen & Juselius (1990) Trace statistic test of cointegration investigates presence of 1 cointegrating equation among the concerned variables. However, the maximum Eigen value test claims no cointegration relation among the variables. In such situations, when the two test statistics give different results, the trace statistic gives more robust results. Thus, the null hypothesis of no cointegration is strictly rejected at 5% level of significance, implying long run relation among the variables. The existence of long run relationship among the variables rules out the spurious correlations. Thus, there exists at least one-way causality among the variables in long run. Table VII represents the estimated coefficients of the error correction term (long run impact) and the lagged values of all the time series data (short run impacts). All the variables are been converted in difference form by the software itself. There exists 1 cointegration equation in this context implying existence of an error correction term that adjusts itself to reach the long run equilibrium. However, in this context, the error correction term, though negative yet statistically insignificant which implies that it does not respond to the previous period disequilibrium. However, the lagged values of all the variables are statistically insignificant to predict the present value of FDI. Moreover, the overall model turns out to be statistically insignificant (R-Squared = 0.16 & Adjusted R-Squared = 0.02). Negative value of the Log-likelihood estimate claims for the absence of multicollinearity among the explanatory variables.
However we have t-values of the error correction terms but no p-values. Thus to obtain p-values and to further confirm short run impact of the macroeconomic variables on the explained variable we will follow VECM equation and conduct Ordinary Least square Analysis at 95% confidence interval. Log (FDI) = 20.31+0.23t.......... (10) The exponential growth rate of FDI in the past four decades is 0.23 x 100 = 23% per annum. Chow Test: The results for the chow test of structural break point have been summarized in the following table: Here, 1991-92 has been chosen as a break year when the government initiated the Liberalization, Privatization and Globalization (LPG) policy in India. The p-value of F-statistic is less than 0.05 which means that the null hypothesis of no significant break point has been rejected. Hence, the known break year, 1991-92 is statistically significant in the terms of total FDI inflows in India. Hence, the new economic policy which was initiated in the year 1991 had made a significant impact on the FDI inflows in India.
Granger-Causality Test:

VI. Summary and Conclusion
The present study tried to explore the short run and long run impact of the select macroeconomic variables (GDP, EXR & INF) on FDI in the context of India by applying Cointegration test followed by Vector error correction mechanism (VECM) and Granger-Causality test. It also tried to analyse the exponential growth rate of FDI over the period of our analysis by running simple regression model. Further, it has been analysed whether, 1991-92, the year of initiation of New Economic Policy in India, is a statistically significant year in terms of FDI inflows in India.
Before applying any statistical test on the data series, it is important to find out the order of integration of the variables by applying ADF test of stationarity. However, it is found that GDP and EXR are integrated of order one [I (1)], whereas, FDI and INF are integrated of order zero [I(0)]. Due to the different order of integration of the concerned variables, i.e. different patterns of trend in the data series, we checked for the stationarity of their linear combination (error term). However, the results claim that the linear combination is I (0) such that the existence of short run and long run relationships are further confirmed by applying various statistical tests on the original data series itself.
The Cointegration test along with VECM results claim for the presence of long run equilibrium. Moreover, the lagged values of the concerned variables showing the short run impact turn out to be statistically insignificant. The Granger-Causality test results show unidirectional relationship between FDI and GDP and FDI and EXR, with EXR and GDP granger causing FDI. Further, the growth analysis of FDI concludes for a 23% per annum exponential growth rate of FDI in India over the entire period of our analysis. Moreover, the Chow test of structural break found out 1991-92 to be a statistically significant year in terms of FDI in India. Hence, the New Economic Policy initiated in 1991-92 had made a significant impact on FDI in India.
However, this research paper can be modified further by measuring the unexpected changes in FDI and predicting its effects on the future values of the select macroeconomic variables (GDP, EXR & INF) through Impulse response function (IRF) and Variance decomposition analysis. Moreover, incorporation of more relevant macroeconomic variables like interest rate, trade openness, foreign exchange reserves, unemployment rate etc can improve the statistical results of the research paper. 
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